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Grilli Property Group 


Inc. 


PROFILE 

Grilli Property Group Inc. is involved in the promotion and sale of land with considerable 
residential development potential as well as in building homes. For over 30 years, Grilli has 
provided residential communities with know-how and creativity in carrying out real estate 
projects focused on a superior quality of life. The Company’s shares trade on the TSX, 


Venture Exchange under the ticker symbol GG. 


FINANCIAL HIGHLIGHTS 


(In thousands of dollars, except per share : For the years ended August 31 
amounts and financial ratios) : 2002 2001 2000 1999 
Results 
Revenues S 47,545 $ 38,612 $ 6,049 $ 3,433 
EBITDA (a) 8,365 10,724 1,489 309 
EBT (b) 7,965 10,227 1,146 67 
Net earnings 8,611 | 11,706 2,384 i 
Earnings per common share 0.60 0.88 0.20 = 
Cash Flows } 
Cash Flow provided by operations S$ 8107 $ 10,443 $ 919 $ 2 
Cash Flow provided by land costs 
recovered through sales 14,204 14,220 3,101 1,245 
Acquisitions and capitalized costs on land 19,774 20,513 4,918 1,694 
Net change in cash and cash equivalents 433 1,778 747 103 
Financial position 
Land held for development $ 19,050 $ 12,096 $ 5,803 $ 3,644 
Mortgage loans 2,844 7,158 3,316 6,892 
Shareholders’ equity 27,991 19,380 5,395 756 
Book value per common share 1.97 1.36 0.41 0.07 
Total assets 35,970 33,818 10,056 8,633 
Financial ratios 
Net earnings margin 18.1% 30.3% 39.4% 0.2% 
Incurred interest coverage by EBITDA 35.1 x 18.8 x 6.8 X tIeSd 
Mortgage loans on total assets 7.9% 21.2% 33.0% 79.8% 


(a) EBITDA: Earnings before interest, income taxes and amortization 
(b) EBT: Earnings before non recurring items and income taxes 
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“Grilli succeeds 
in achieving 
financial 


stability” 


MESSAGE TO SHAREHOLDERS 


Grilli’s results for the past year enabled it to achieve the financial sta- 
bility required to execute its business plan, taking advantage of the contribution 
of its two main segments of activity. While land sales declined in 2002 compared 
with last year, residential construction, which was brought back into operations 
in June 2001, generated impressive revenues on the strength of twelve full months 
of activity. 

Continuing favourable conditions in the real estate industry also 
helped the Company achieve its profitability objectives. Indeed, with its excellent 
financial performances of the past two years and the prevailing economic condi- 
tions, Grilli stands in good stead to post equally strong results for the current fis- 
cal year. 

As at August 31, 2002, the Company’s revenues stood at $47.5 mil- 
lion, compared with $38.6 million the previous year. Although land sales remain 
the Company’s dominant activity, they declined slightly this year due to the 
impressive volume of sales generated in 2001 in the City of Montreal boroughs of 
Dollard-des-Ormeaux and Kirkland. Furthermore, the high sales volume recorded 
in the Fontainebleau project in Blainville in 2001 reduced the number of lots avail- 
able for sale in early 2002. 

Net earnings in 2002 totalled $8.6 million or $0.60 per common 
share, versus $11.7 million or $0.88 per common share in 2001. The significant 
increase in residential construction could not offset the effect on earnings of the 
decline in land sales, which generate higher profit margins than home sales. 

Based on its financial performances of the past few years, Grilli was 
able to make some major additional land acquisitions during the year without 
increasing its still-low debt level. In fact, its indebtedness fell significantly in fiscal 


2002, resulting in a debt/ total assets ratio of less than 10% as at August 31, 2002. 


LAND DEVELOPMENT REMAINS THE CORNERSTONE OF OPERATIONS 
In addition to generating favourable financial results, Grilli was able 


to remain true to its tradition in 2002 by developing large-scale housing projects, 


MESSAGE TO SHAREHOLDERS 
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designed and built to meet the highest quality-of-life standards of its community. 
Each project promotes the integration of the residential development into the orig- 


inal environment and the optimization of the natural qualities of the site. 


A unique project, a benchmark for residential design in the City of Blainville 

The Fontainebleau development, a magnificent combination of beau- 
tiful architecture and a lush natural setting, continued its accelerated expansion. 
Offering an outstanding environment, no fewer than 175 new lots — all divided into 
islets in the heart of the woods — were serviced and sold. This project continues to 
show that it is in a class by itself, presenting all the attributes required for a supe- 
rior quality of life. It is not surprising that in 2002, this exclusive project figures 
among the four finalists for the prestigious Domus award granted by the 
“Association provinciale des constructeurs d’habitations du Québec” in the resi- 
dential project of the year category. 

The Fontainebleau Golf Club, owned by ClubLink, is a proud reflection 
of the entire real estate project and will be completed in the spring of 2003. 
Aspiring to become the flagship of clubs for members of the select ClubLink, the 


golf course will wend its way through the 28 opulent, tranquil neighbourhoods that 


MESSAGE TO SHAREHOLDERS 


comprise the Fontainebleau, offering residents a view of the natural fusion of its 


glens and woodlands with the richness of the original forest. 


In the borough of Pierrefonds: a project perfectly tailored to the needs of the 
community 

The Villeret-sur-le parc project is now completed, with the last 66 
serviced lots being sold in 2002. The Chateau-Pierrefonds project, adjacent to the 
latter and targeting the same clientele, saw the development of 103 lots, practi- 
cally all sold during the year. The success of these two projects is due to the fact 
that they dovetail perfectly with the needs of their communities. Targeting main- 
ly young families, the Pierrefonds projects were designed and built to optimize 
proximity to public and commercial services, such as shopping centres, schools, 
daycare centres and public transit, without compromising the desire for a peace- 


ful, safe haven. 


The borough of ile Bizard witnessed start-up of two new construction sites 

At the Club St-Raphaél, characterized by its prestigious location at 
the edge of a golf course of the same name and a regional park, Grilli started devel- 
oping of a new phase of 31 lots, 25 of which were sold during the same year. 
Another project launched on lle Bizard, located in the Trépanier sector, is destined 
mainly for families wishing to live in a site that marries the tranquility of a peace- 
ful neighbourhood with proximity to public services; 26 lots have been serviced, 
of which 19 were sold before the end of the year. 
Sustained activity in the towns of Vaudreuil-Dorion and Saint-Lazare 

The Company sold half of the 46 lots of the Village-sur-le-lac project 
located in Vaudreuil-Dorion and serviced during 2002. It did likewise at the Domaine 
Saint-Louis in Saint-Lazare, when it developed 64 wooded lots on impressive prop- 
erties of up to 40,000 square feet, over 60% of which had already found takers as 


at August 31, 2002. 


MESSAGE TO SHAREHOLDERS 


RESIDENTIAL CONSTRUCTION: A NATURAL ACTIVITY FOR GRILLI 

Grilli’s return to the residential construction segment allowed it to 
capitalize on the strength of this market to generate sustained and revenue-gen- 
erating activity. Grilli sold a total of 143 properties covering seven projects and all 
located on land developed by the Company. Construction sites in Pierrefonds were 
the most active, with 90 homes delivered, while Kirkland, lle Bizard, Vaudreuil and 
Saint-Lazare shared the other 53. 

Grilli applies the same levels of excellence to the design of its homes 
as to the development of its land. Of superior quality, its residences fit well into 
the environment and contribute to a privileged lifestyle. 

Residential construction plays a key role in Grilli’s general opera- 
tions, since it constitutes a natural extension of land development activities and 


enjoys a clear commercial synergy. 


OUTLOOK 

The current order book level for fiscal 2002-2003 will once again 
stand the Company in good stead to pursue its business plan and generate worth- 
while results. Grilli still possesses very valuable real estate assets, with strong 
development potential in highly desirable sectors. Regarding sales forecasts for 
the coming year, the Company’s plan calls for the development of over 500 lots 
distributed among its various projects. 

At Fontainebleau, more than 200 new luxury lots will be serviced, 
covering five streets and ranging in area from 10,000 to 40,000 square feet, some 
backing on to the golf course, others capable of accommodating homes with over 
3,500 square feet of living space. 

In the borough of Pierrefonds, as part of the Square Dauville project 
realized jointly with a renowned contractor, Grilli will service over 60 lots based on the 
same criteria that made the neighbouring project, Villeret-sur-le-parc, a great success. 

In the town of Terrebonne, the Company will launch Havre-du-lac, a 


housing development project that fits into the natural environment — a hallmark 


“Residential 
construction, 
a natural 

extension of 


land development 


activities” 
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MESSAGE TO SHAREHOLDERS 


of all Grilli projects. The initial phase will involve nearly 80 lots out of a possible 
160 properties surrounding a lake, where streets and paths will converge. 

Development of the Club St-Raphaél in Ile Bizard will continue, with 
40 new lots serviced, while in Pincourt, the first 44 lots at Domaine du Bois-Soleil 
will be developed as part of a project with growth potential. 

Today, Grilli can confirm that it is in an excellent position to take on 
the future. Highly valuable real estate assets, a sound financial position, a dedi- 
cated and creative staff and a stable economic climate make up the winning com- 
bination that will allow it to fulfill its ambitions. 

Today, the Company relies on two segments of activity that are indi- 
vidually capable of generating substantial revenues. The current structure of 
Grilli’s operations provides it with an opportunity to demonstrate its ability to 
develop real estate projects that correspond to the living standards of its clientele, 
and to show its business partners an equal capacity to run a profitable operation. 
Its financial stability and the growing value of its assets represent a solid founda- 


tion for success in the years to come. 


Mario Grilli 


Chaiman of the Board 


and Chief Executive Officer 


désigned and built to dovetail perfectly 
the needs of their communities 


MANAGEMENT*S DIS €GUS'S ON AN.D 
ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS 


These comments from management should be read in conjunction with the con- 


solidated financial statements contained in this annual report. 


OPERATING RESULTS 

Consolidated revenues totaled $47.5 million for the year ended 
August 31, 2002, compared with $38.6 million a year earlier. The residential con- 
struction segment, which contributed twelve months of activity for the Company in 
fiscal 2002 versus only three months in 2001, played a major role in this increase. 
Land sales declined by $8.1 million compared with the previous year, due partic- 
ularly to the high volume of activity in 2001 in the City of Montreal boroughs of 
Dollard-des-Ormeaux and Kirkland. In addition, the exceptional level of sales 
posted in 2001 in the Fontainebleau project in Blainville caused a temporary short- 
age of available lots for sale in early 2002, resulting in a drop in volume in this 
geographical area. Since the current order book augurs well and indicates a sus- 
tained economic activity, the Company expects to be just as active in 2003 as it 
was this year. 

The cost of real estate sales kept pace with sales during the year, 
resulting in earnings from real estate activities of $9.8 million or 20.9% of real 
estate sales, compared with $11.8 million or 30.9% in 2001, since the increase in 
residential construction could not offset the decline in land sales, which generate 
much higher profit margins than home sales. 

Integrating the organizational structure of residential construction 
activities for a full year in 2002 resulted in a 27.7% rise in general and adminis- 
trative expenses. 

A gain related to the remission of debt was recorded in the 
Company’s results corresponding to its stake in Les Rives des Chenaux Inc., a joint 
venture in which it held a 66.67% equity interest. As at September 30, 2001, the 
Company acquired an additional 33.33% of this company’s shares, making it a 
wholly owned subsidiary. Immediately following the acquisition, all of the net assets 


of the acquired company were liquidated into the Company. 


The discrepancy between the provision for income taxes at 5.8% 
of earnings before income taxes and the statutory tax rate of 35.7% can be 
explained by the use of a higher amount of tax losses from previous years than 
what had been recorded as future income taxes. Moreover, an additional amount 
was recognized based on the Company’s ability to generate future taxable 
earnings. 

The Company generated net earnings of $8.6 million or $0.60 per 
common share, versus $11.7 million or $0.88 per common share for fiscal 2001, 
again due to the decline in high-margin land sales, which was not offset by a lower 
profit margin on increased residential construction activities. This net earnings 
margin of 18.1% on total revenues in 2002 is more in line with industry standards 


than the exceptional 30.3% margin posted in 2001. 


BALANCE SHEET ASSETS 

Total assets stood at $36.0 million as at August 31, 2002 compared 
with $33.8 million in 2001. This rise can be attributed mainly to the increase in 
land held for development, which reached $19.0 million as at August 31, 2002 ver- 
sus $12.1 million in 2001, resulting from acquisitions totaling $8.0 million in the 
City of Montreal boroughs of Kirkland, Pierrefonds and Ste-Anne-de-Bellevue, as 
well as in Terrebonne. Capitalized costs of $13.1 million, consisting mainly of new 
municipal infrastructures, also helped boost this asset. 

Housing under development declined by $1.8 million this year, while 
mortgages and other receivables rose by $1.1 million. This situation can be 
explained by the fact that a substantial number of real estate transactions were 
concluded just before the end of the fiscal year, with most of the amounts receiv- 
able from these transactions being collected in the days following year-end. 

Future income taxes amounting to $1.6 million as at August 31, 2002 
are mainly represented by loss carryforwards, for income tax purposes, from 
which the Company expects to be able to benefit in the future. This amount is 
lower than the $2.0 million recorded for 2001, because as at the end of 2002 there 
is only a limited amount of loss carryforwards available at the provincial level. 
Also, a $3.0 million valuation allowance recorded against net future income tax 


assets could be reversed if the Company’s future taxable income allows for the use 


of more losses than those recognized in future income tax assets, and reduce the 


future income tax provision below the statutory tax rate. 


FINANCING AND CASH FLOWS 

Mortgage loans of $7.2 million in 2001 were lowered to $2.8 million 
as at August 31, 2002, reducing the debt/total assets ratio to 7.8% comparatively 
to 21.3% in 2001. This represents the lowest indebtedness level achieved over the 
past few years and gives the Company superior borrowing power in favorable eco- 
nomic conditions; however, this leverage capacity will be used with moderation 
and care for projects offering fast and substantial returns. 

During the previous year, the Company undertook a restructuring 
consisting of a reduction of its capital stock account by way of contributed surplus 
in the amount of $27.2 million. As the shareholders ratified this restructuring in 
order to restate the retained earnings, a reclassification was carried out to com- 
pletely eliminate the $26.8 million accumulated deficit as at November 30, 2000, 
with the $420,000 balance remaining included as contributed surplus. This change, 
reclassified retroactively against the deficit in 2001, gives a clearer picture of the 
Company’s current financial structure. 

Cash flows from operating activities stood at $1.1 million during 


fiscal 2002, compared with $4.1 million in 2001, due to lower net earnings. Cash 


CUMULATIVE EVOLUTION OF CASH FLOWS 
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flows provided by operations totaled $8.1 million before a $14.2 million recovery 
through real estate sales of previously capitalized expenses compared with $10.4 
million and $14.2 million respectively for 2001. During the fiscal year ended 
August 31, 2002, only $19.8 million of these available funds were used to cover 
capitalized expenses and land acquisitions, allowing for the repayment of $4.6 
million in mortgage loans on land. In 2001, $20.5 million generated from opera- 


tions had been invested in land assets. 


BUSINESS RISKS AND FORWARD-LOOKING INFORMATION 

The Company is pursuing its goal of maintaining current activity and 
profitability levels, and claims it can achieve it given today’s favorable economic 
climate. To this end, it must keep abreast of the different risks that specifically 
threaten the cyclical real estate industry and that are often beyond its control. 
These risks include the local and provincial economic conditions, the level of con- 
sumer confidence in the economy, interest rate fluctuations, the Company’s abili- 
ty to obtain the various authorizations required for project start-ups, and accessi- 
bility to appropriate financing. 

To mitigate these risks, the Company carefully monitors various eco- 
nomic indicators, while remaining constantly in tune with its market. As a result of 
these analyses, the Company ensures it maintains appropriate levels of inventory 
in homes and serviced lots. In addition, its development plan contains and puts in 
place all the measures required to obtain final and timely authorizations. Lastly, 
the results of the past years and the constant improvement of the financial struc- 
ture allow us today to seriously consider returning to targeted financing in order 
to facilitate and accelerate the installation of infrastructures. 

The Company believes that it has taken appropriate steps to mitigate 
the various risks discussed, although it anticipates no negative impact on its oper- 
ations in the foreseeable future. However, due to some of these external risks, 
future actual results may differ significantly from forecast information contained 


in this report. 
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CONCLUSION 

Having enjoyed another remarkable financial year in 2002, Grilli suc- 
ceeded once again in demonstrating its ability to generate an excellent net earn- 
ings margin; in fact, the optimum mix in real estate sales as well as a tight control 
of home construction costs should allow us to repeat this feat in 2003. 

Substantial cash flows from operations made it possible to signifi- 
cantly improve the indebtedness level, to increase the value of existing land, and 
to renew our land portfolio through strategic acquisitions. The latter achievement 
allowed Grilli to close the year with a land bank approximately 34% greater in area 


than a year earlier, a sign of continuing financial stability. 


MANAGEMENT’S RESPONSIBILITY 
FOR FINANCIAL STATEMENTS 


The accompanying consolidated financial 
statements of Grilli Property Group Inc. and 
all the information in this annual report, are 
the responsibility of management and have 
been approved by the Board of directors of 
Grilli Property Group Inc. 


These financial statements have been pre- 
pared by management in conformity with 
Canadian generally accepted accounting prin- 
ciples and the recommendations of the 
Canadian Institute of Public Real Estate 
Companies (CIPREC). These financial state- 
ments include amounts that are based on 
best estimates and judgments. The finan- 
cial information used elsewhere in the annual 
report is consistent with that in the financial 
statements. 


Management of the Company in furtherance 
of the integrity and objectivity of data in the 
financial statements, has developed and 
maintains a system of internal accounting 
controls adapted to the industry in which it 
operates. Management believes that this sys- 
tem of internal accounting controls provides 
reasonable assurance that financial records 
are reliable and form a proper basis for the 


AUDITORS’ REPORT TO THE 


We have audited the consolidated balance 
sheet of Grilli Property Group Inc. as at 
August 31, 2002 and the consolidated state- 
ments of earnings, retained earnings and 
cash flows for the year then ended. These 
financial statements are the responsibility of 
the Company’s management. Our responsi- 
bility is to express an opinion on these finan- 
cial statements based on our audit. 


We conducted our audit in accordance with 
Canadian generally accepted auditing stan- 
dards. Those standards require that we plan 
and perform an audit to obtain reasonable 
assurance whether the financial statements 
are free of material misstatement. An audit 
includes examining, on a test basis, evidence 
supporting the amounts and disclosures in 
the financial statements. An audit also 
includes assessing the accounting principles 
used and significant estimates made by man- 


preparation of the financial statements and 
that assets are properly accounted for and 
safeguarded. 


The Board of directors carries out its respon- 
sibility for the financial statements in this 
annual report principally through its Audit 
committee. The Audit committee reviews the 
Company’s annual consolidated financial 
statements and recommends their approval 
to the Board of directors. The auditors 
appointed by the shareholders have full 
access to the Audit committee, with and with- 
out management being present. 


These financial statements have been exam- 
ined by the auditors appointed by the share- 
holders, KPMG LLp, chartered accountants. 


Mario Grilli 
Chairman of the Board 
and Chief Executive Officer 


SHAREHOLDERS 


agement, as well as evaluating the overall 
financial statement presentation. 


In our opinion, these consolidated financial 
statements present fairly, in all material 
respects, the financial position of the Com- 
pany as at August 31, 2002 and the results of 
its operations and its cash flows for the year 
then ended in accordance with Canadian gen- 
erally accepted accounting principles. 


KOTE wap 


Chartered Accountants 
Montreal, Canada 
November 15, 2002 
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CONSOLIDATED BALANCE SHEET 


August 31, 2002, with comparative figures for 2001 


(In thousands of dollars) 2002 2001 
Assets 
Land held for development (note 4) S$ 19,050 $ 12,096 
Housing under development 4,253 6,085 
Rental property 283 503 
Mortgages and other receivables (note 5) 6,279 5,185 
Property and equipment (note 6) 414 359 
Investments (note 7) 706 704 
Cash and cash equivalents 2,909 3,342 
Deposit certificates (note 8) 509 3,410 
Future income taxes (note 14 (a)) 1,567 2,021 
Goodwill, net of accumulated 
amortization of $339 (2001 - $226) — 148 


S$ 35,970 $ 33.618 


Liabilities 
Accounts payable (note 9) S 5,135 $ 7,280 
Mortgage loans (note 10) 2,844 7,158 
7,979 14,438 
Shareholders’ Equity (note 11) 27,991 19,380 


Commitments (note 13) 


S$ 35,970 $ 33,818 


See accompanying notes to consolidated financial statements. 


On behalf of the Board: 


Mics ie ~ _, Director 


, Director 


CONSOLIDATED STATEMENT OF EARNINGS 


Year ended August 31, 2002, with comparative figures for 2001 


(In thousands of dollars, except per share amounts) 2002 2001 
Revenues: 
Real estate sales S 46,969 $ 38,115 
Interest and other 576 ‘548 
Share of losses of companies subject to 
significant influence — (51) 
47,545 38,612 
Expenses: 
Cost of real estate sales 37,173 26,322 
General and administrative 2,059 1,612 
Financial expenses (note 12) 132 270 
Amortization 103 68 
Amortization of goodwill 113 113 
39,580 28,385 
Earnings before the undernoted 7,965 10,227 
Gain related to remission of debt 1,174 = 
Gain on disposal of an investment 2 502 
Earnings before income taxes 9,141 10,729 
Income taxes (note 14): 
Current 76 16 
Future 454 (993) 
530 (977) 
Net earnings S 8,611 $ 11,706 
Earnings per common share S 0.60 $ 0.88 


See accompanying notes to consolidated financial statements. 
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CONSOLIDATED STATEMENT OF RETAINED EARNINGS 


Year ended August 31, 2002, with comparative figures for 2001 


(In thousands of dollars) 2002 2001 
Retained earnings (deficit), beginning of year: 
As previously reported S (16,328) $ (28,740) 
Restatement (note 2) _ 1.110 
Reclassification (note 11) 26,780 — 
As restated 10,452 (27,630) 
Net earnings 8,611 11,706 
Conversion of contributed surplus (note 11) — 26,780 
Dividends on Class B common shares _ (404) 
Retained earnings, end of year S 19,063 $ 10,452 


See accompanying notes to consolidated financial statements. 


CONSOLIDATED STATEMENT OF CASH FLOWS 


Year ended August 31, 2002, with comparative figures for 2001 


(In thousands of dollars) 2002 2001 

Cash and cash equivalents provided by (used in): 

Cash flows from operating activities: a 
Net earnings S 8,611 $ 11,706 
Non-cash items: 

Gain related to remission of debt (1,174) _ 
Gain on disposal of investment (2) (502) 
Amortization 103 68 
Amortization of goodwill 113 Nats} 
Future income taxes 454 (993) 
Loss on disposal of property and equipment 22 — 
Share of losses of companies subject to 
significant influence _ Dil 
8,107 10,443 
Land held for development recovered through sales 14,204 14,220 
Acquisitions and capitalized costs on land held for 
development (19,774) (20,513) 
Housing under development 1,832 240 
Mortgages and other receivables (885) 502 
Accounts payable (2,352) (746) 
1,132 4,146 

Cash flows from financing activities: 

Mortgage loans (4,568) 1,533 
Dividends paid - (404) 
(4,568) 1,129 

Cash flows from investing activities: 

Rental property 205 (28) 
Additions to property and equipment (113) (153) 
Deposit certificates 2,901 (3,410) 
Net cash assumed on business acquisition (note 3) 10 94 

3,003 (3,497) 

Net (decrease) increase in cash 
and cash equivalents (433) 1,778 

Cash and cash equivalents, beginning of year 3,342 1,564 

Cash and cash equivalents, end of year $ 2,909 $1 3,542 


See accompanying notes to consolidated financial statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Year ended August 31, 2002 


The Company is incorporated under Part 1A 
of the Companies Act (Quebec) and is involved 
in the following activities: 


(i) acquisition, development and sale of land; 


(ii) construction and sale of homes. 


1. Significant accounting policies: 
(a) General: 


The consolidated financial statements are 
prepared in accordance with Canadian gen- 
erally accepted accounting principles and the 
recommendations of the Canadian Institute 
of Public Real Estate Companies (CIPREC). 


(b) Basis of consolidation: 


The consolidated financial statements include 
the accounts of the Company and those of all 
of its subsidiaries. 


Up to September 30, 2001, the Company used 
the proportionate consolidation method to 
account for its proportionate share of the 
assets, liabilities, revenue and expenses of 
the joint venture Les Rives des Chenaux Inc., 
in which it directly owned a 66.67% equity 
interest. 


The principal components of this proportion- 
ate interest included in the consolidated finan- 
cial statements are as follows: 


(In thousands of dollars) 2002 2001 
BALANCE SHEET: 
Land held fordevelopment $ — $ 567 
Mortgages and 
other receivables - 645 
Mortgage loans = 2,309 
Accounts payable - 319 
EARNINGS: 
Revenue 84 25 
Gain related to remission 
of debt 1,174 _ 
Net earnings 1,115 384 


As described in note 3, an additional equity 
interest of 33.33% of this joint venture was 
acquired on September 30, 2001, at which 
date it became a wholly-owned subsidiary. 


(c) Revenue recognition: 
i) Land sales: 


Revenue from land sales is recognized 
when the title of ownership passes to the 
purchaser, the Company has received an 
appropriate down payment and collection 
of the balance of sale is reasonably 
assured. 


ii) Home sales: 


Revenue from home sales is recognized 
when the title of ownership passes to the 
purchaser. 


(d)Land held for development and housing 
under development: 


Land held for development and housing 
under development are recorded on the bal- 
ance sheet at the lower of cost and net real- 
izable value. Cost includes all direct costs, 
financial expenses and certain indirect costs, 
but excludes administrative expenses. Net 
realizable value represents the net sales price 
based on a reasonable sales period taking 
into account the Company’s business plan 
and market conditions. 


(e) Rental property: 


The rental property is recorded at the lower of 
cost less accumulated depreciation and net 
realizable value. Net realizable value is based 
on the net sales price based on a reasonable 
sales period taking into account market con- 
ditions. 


(f) Amortization: 
(i) Rental property: 


Amortization of the rental property is pro- 
vided using the sinking fund method in 
annual amounts plus interest at the rate of 
5% compounded annually so as to com- 
pletely amortize the cost of the properties 
over their estimated useful life of 40 years. 


(ii) Property and equipment: 


Property and equipment are recorded at 
cost and are amortized according to the 
declining balance method at the following 
annual rates: 


Asset Rate 


Furniture, equipment 
and rolling stock 20 to 30% 


The sandpit is carried at cost less accumu- 
lated depletion, calculated on a unit-of-pro- 
duction basis using estimated reserves. 


(iii) Goodwill: 


Goodwill is amortized according to the 
straight-line method over a 3-year period. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Year ended August 31, 2002 


(g) Cash and cash equivalents: 


Cash and cash equivalents include highly 
liquid investments purchased three months 
or less from maturity and are stated at cost, 
which approximates market value. 


(h) Income taxes: 


The Company follows the liability method of 
accounting for income taxes. Under this method, 
income taxes must reflect the expected future 
tax consequences of temporary differences 
between the accounting basis of assets and 
liabilities and their tax basis. Future income 
tax assets and liabilities are determined for 
each temporary difference based on the cur- 
rently enacted, or substantively enacted, tax 
rates expected to apply when the underlying 
income or expense items will be realized. A 
valuation allowance is recorded against any 
future income tax asset if it is more likely than 
not that the asset will not be realized. The 
effect of changes in tax rates on future income 
tax assets and liabilities is recognized in 
income in the year the changes occur (see 
note 2). 


(i) Use of estimates: 


The preparation of financial statements in 
conformity with generally accepted account- 
ing principles requires management to make 
estimates and assumptions that affect the 
reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities 
at the date of the financial statements and the 
reported amounts of revenues and expenses 
during the reporting period. Actual results 
could differ from these estimates. 


2. Changes in accounting policies: 
Income taxes: 


With the application of CICA Handbook sec- 
tion 3465, Income Taxes, effective January 1, 
2000, the Company adopted in 2001 the lia- 
bility method of accounting for future income 
taxes (see note 1 (h)). Prior to the adoption of 
this new accounting standard, income tax 
expense was determined using the deferral 
method. Under this method, the deferred 
income tax expense was determined based 
on timing differences (differences between 
the accounting and tax treatment of income 
and expense items), which were measured 
using the tax rates in effect in the year the dif- 
ferences originated. Certain deferred tax 
assets, such as the benefit of tax losses car- 
ried forward, were not recognized unless 
there was virtual certainty that they would be 
realized. 


The Company has retroactively adopted the 
new accounting standard September 1, 2000, 
and, as a result, the deficit as at September 1, 
2000, decreased and the future income tax 
assets increased by $1,110,000. 


3. Business acquisitions: 


The following table presents the business 
acquisitions made by the Company, which are 
explained in detail following the table. The 
transactions have been accounted for by the 
purchase method, under which the results of 
operations are included in these consolidated 
financial statements from the date of acquisi- 
tion. 


Les Les 
Rives des Constructions 
Chenaux Inc. Grilli Inc. 
(In thousands of dollars) (2002) (2001) 
Net assets acquired: 
Cash See O $ 694 
Housing under 
development = 6,325 
Land held for 
development 384 = 
Mortgages and 
other receivables 209 4,142 
Other assets _ 84 
603 10,645 
Less: 
Accounts payable 189 5,142 
Income taxes payable 18 1,621 
Mortgage loans 396 2,309 
603 9,072 
Purchase price, being the 
net assets acquired $  — $ 1,573 


(a) Les Rives des Chenaux Inc. : 


On September 30, 2001, the Company acquired 
33.33% of the shares of Les Rives des Chenaux 
Inc., a joint venture in which it already held 
66.67% of the shares, for a total considera- 
tion of $1. The purchase price discrepancy of 
$146,309 caused by the negative book value 
of the acquired company has been entirely 
allocated to land held for development. 
Immediately following the acquisition, all of 
the net assets of the acquired company were 
liquidated into the Company. 


(b) Les Constructions Grilli Inc.: 


During the prior year, on June 1, 2001, the 
Company acquired all of the outstanding 
shares of Les Constructions Grilli Inc. for a 
purchase price of $1,573,000 equivalent to 
the net book value of the acquired company, 
settled through the issuance of 1,210,115 
common shares from treasury. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Year ended August 31, 2002 


4. Land held for development: 


During the year, costs totalling $13,129,000 
were capitalized to land held for development 
as follows: 


(In thousands of dollars) 2002 2001 
Municipal services $12,204 $ 8,227 
Real estate taxes 630 421 
Financial expenses (note 12) 54 253 
Other direct costs 241 489 


$13,129 $ 9,390 


5. Mortgages and other receivables: 


(In thousands of dollars) 2002 2001 
Mortgages receivable, bearing 

interest at rates varying 

between 5% and 8% and 

maturing at various dates 


in 2003 S$ 2,625 $ 3,513 
Trade 3,232 1,297 
Advances to related 

companies 334 107 
Advances to non-related 

companies 88 178 


Advances to a company 

subject to significant 
influence = 90 
S$ 6,279 $ 5,185 


6. Property and equipment: 


(In thousands of dollars) 2002 2001 
Accumulated Net book Net book 
Cost amortization value value 


Sandpit S 175 S$ 82S 93 ESOT 
Furniture, 

equipment 

and rolling 

stock 883 562 321 268 


$1,058 $ 644 S$ 414 $ 359 


7. Investments: 


(In thousands of dollars) 2002 2001 
Portfolio investment, atcost $ 405 $ 404 
Advances to a related 

company, repayable under 

certain conditions 301 301 
Investment in a company 

subject to significant 

influence, at equity value - (1) 

$ 706 $ 704 


8. Deposit certificates: 


All of the deposit certificates have been 
given as security for letters of guarantee 
issued in favour of municipalities in which the 
Company is proceeding to install municipal 
services. 


The deposit certificates bear interest at a rate 
of 1% and mature at various dates up to May 
2003. 


9. Accounts payable: 


(In thousands of dollars) 2002 2001 

Trade accounts payable 
and accrued liabilities S 4,376 $ 5,647 
Income taxes payable 257 761 
Clients’ deposits 502 872 
S 5,135 Soea2eo 


10. Mortgage loans: 
(In thousands of dollars) 2002 2001 


Land held for development: 
Mortgage loans, payable on release, 
at rates varying between 5% and 
prime plus 1%, maturing at 
various dates up to 2006 S 2,314 $ 5,785 
Housing under development: 
Mortgage loans, payable on demand 
at rates varying between 5.03% 
and 7.7%, maturing in 2003 271 897 
Rental property: 
Mortgage loan, at a rate of 5.5%, 
payable in monthly installments, 
maturing in 2003 180 382 
Property and equipment: 
Loans, at rates varying between 0% 
and 8.10%, payable in monthly 
installments, maturing at various 
dates up to 2005 79 94 
S 2,844 $ 7,158 


As at August 31, 2002, principal repayments 
on mortgage loans outstanding are due as 
follows: 


(In thousands of dollars) 


2003 S 1,881 
2004 144 
2005 19 
2006 800 

S 2,844 


11. Shareholders’ equity: 
Authorized capital stock: 


Unlimited number of voting common 
shares, without par value; 


Unlimited number of first and second rank 
preferred shares, without par value, non- 
voting, issuable in series. 


Shareholders’ equity: 


(In thousands of dollars) 2002 2001 
Issued and paid-up 
capital stock: 
14,237,763 common 


shares $ 8,508 $ 8,508 
Contributed surplus 420 420 
Retained earnings 19,063 10,452 


$27,991 $19,380 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Year ended August 31, 2002 


Contributed surplus: 


During the previous year, the Company under- 
took a restructuring consisting of a reduction 
of the issued and paid-up capital stock 
account by way of contributed surplus in the 
amount of $27,200,000, and an arrangement 
aimed at reducing the amount of cumulative 
preferred dividends on the former Class B 
common shares, now designated as common 
shares of no particular category. 


The shareholders having ratified this financial 
restructuring during an annual and special 
meeting of the shareholders in order to 
restate the retained earnings, the accumulat- 
ed deficit of $26,780,000 as at November 30, 
2000 has been completely eliminated through 
the reduction of substantially all of the con- 
tributed surplus. This item, which was pre- 
sented in 2001 as contributed surplus, has 
been reclassified retroactively against the 
deficit. 


12. Financial expenses: 


(In thousands of dollars) 2002 2001 

Financial expenses incurred: 
Mortgage loans S— 107 es7 
Others 131 182 
238 569 


Less financial expenses 
included in the statement 


of earnings: 

Cost of real estate sales 40 29 

General and 
administrative 12 ily 
Financial expenses 132 270 
184 316 

Financial expenses 

capitalized (note 4) S 54 $ 253 


13. Commitments: 


Minimum lease payments under operating 
lease agreements for each of the coming 
years are as follows, as at August 31, 2002: 


(In thousands of dollars) 


2003 $ 65 
2004 65 
Total minimum lease payments S$ 130 


14. Income taxes and future income taxes: 
(a) Future income taxes: 


The tax effects of temporary differences that 
give rise to a significant portion of the future 
income tax assets and liabilities are as fol- 


lows: \\ 
(In thousands of dollars) 2002 2001 


Future income tax assets: 
Operating loss 
carryforwards S 3,851 $13,229 
Capital loss carryforwards 776 776 
Difference between the 
accounting basis and tax 
basis of property and 


equipment 179 288 
Differences on restructuring 

costs = hil 

4,806 14,324 

Valuation allowance (2,996) (12,284) 


1,810 2,040 
Future income tax liabilities: 

Difference on mortgages 

receivable (59) = 
Difference between the 

accounting basis and 

tax basis of land held for 

development (184) (19) 


(243) (19) 


Net future income tax assets $ 1,567 $ 2,021 


(b) Loss carryforwards: 


For income tax purposes, the Company has 
loss carryforwards for which the tax benefit is 
only partially recorded as at August 31, 2002. 
These losses can be claimed for the fiscal 
years ending on August 31 of the following 
years: 


(In thousands of dollars) Federal Provincial 

2003 $ 4,278 $ 128 
2004 8,068 14 
2005 1,735 65 
2006 1,389 40 
2007 1,347 1,347 
2008 13 13 
2009 3,061 3,061 


$19,891 $ 4,668 


Furthermore, the Company has Federal 
deductible capital loss carryforwards totalling 
$3,509,000 which can be claimed indefinitely 
during future years. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Year ended August 31, 2002 

14. Income taxes and future income 
taxes (continued): 

(c) Income taxes: 


The Company’s provision for income taxes 
consists of the following: 


(In thousands of dollars) 2002 2001 


Provision for income taxes 
computed using the 
statutory tax rate of 
35.69% (2001 - 37.49%) $ 3,262 $ 4,022 
Increase (decrease) in taxes 
resulting from the 
following: 
Reversal of a portion of 
the valuation allowance 
on future income tax 
assets (3,123) (993) 
Use of loss carryforwards 
at different rates from 
those at which they 
were initially recorded 326 = 
Federal large 
corporations tax 40 16 
Previously unrecorded 
underlying tax benefit - (3,833) 
Tax gain on disposal of 
an investment - (262) 
Equity interest in 
companies subject to 
significant influence - 19 
Others 25 54 


Current and future 


income taxes S 530 SSC) 


15. Consolidated statement of cash flows: 


(In thousands of dollars) 2002 2001 
Interest paid S 378 BSeo2 
Income taxes paid 645 925 
Disposal of investments 

included in advances - 8 


Withdrawal from a general 
partnership included in 
mortgages and other 


receivables = 233 


16. Related party transactions: 


During the year, the Company entered into 
the following transactions with companies 
controlled by a group of persons related to its 
majority shareholder. These transactions 
occurred in the normal course of business 
and are measured at the exchange value 
which represents the actual amount of the 
consideration given for the item transferred 
and agreed to by related parties. 


(In thousands of dollars) 2002 2001 
Real estate sales $ — $ 3,820 
Management fees revenue 90 233 
Rental revenue 36 47 


S126 BSr4100 


Cost of real estate sales S$ 2,161 $ 608 
General fees 113 87 
S$ 2,274 $ 695 


At year-end, the amounts due from (due to) 
these companies are as follows: 


(In thousands of dollars) 2002 2001 
Advances S 634 $ 490 
Trade accounts payable and 

accrued liabilities (346) (636) 


As at August 31, 2002, the Company has a 
$379,000 preferred share interest in a com- 
pany controlled by a person related to the 
majority shareholder. This transaction is pre- 
sented as a portfolio investment. 


During the year, the Company acquired 
$1,200,000 in land held for development 
from a non-consolidated subsidiary. 


17. Financial instruments: 
(a) Credit risk: 


Considering the type of assets sold, the 
Company does not have a significant expo- 
sure to any individual customer or counter- 
party. The Company holds a first hypothec on 
properties sold until their complete repay- 
ment by the client. The Company establishes 
an allowance for doubtful accounts by evalu- 
ating potential losses on repossession. 


(b) Interest rate risk: 


The Company is exposed to the risk of inter- 
est rate fluctuations on a mortgage loan relat- 
ing to land held for development and on 
mortgages obtained on housing under devel- 
opment. 


(c) Fair value of financial instruments: 


The carrying value of mortgages and other 
receivables, of deposit certificates as well as 
of accounts payable and accrued liabilities 
approximates their fair value, given the short- 
term nature of these instruments. 


As prevailing rates for mortgage loans corre- 
spond to prevailing market rates for similar 
instruments, the carrying value of this finan- 
cial liability approximates its fair value. 


18. Non-consolidated subsidiaries: 


During the year, the Company regained effec- 
tive control over its subsidiaries 9052-4976 
Quebec Inc. and Granmont Realties Ltd., as 
the creditors of these subsidiaries provided a 
final discharge over their respective loans. 
The effective date on which the Company 
regained control was July 31, 2002. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Year ended August 31, 2002 


Beginning on August 1, 2002, the financial 
position and results of operations of these 
subsidiaries are included in the financial 
statements of the Company. 


As at July 31, 2002, the financial position of 
these subsidiaries excluded from the consoli- 
dation up to that date was approximately as 
follows: 


Balance sheet as at: 


July 31, August 31, 


(In thousands of dollars) 2002 2001 
Assets 
Land held for development $ — $ 3,949 
Mortgages and other 
receivables 15 2,536 
Cash and cash equivalents 42 705 
S$) 57 ieo0 
Liabilities and 
Shareholders’ Equity 


Accounts payable and 
accrued liabilities S$ 50 $ 525 


Mortgage loans _- Ailes nal 
50 21,836 

Capital stock 1 1 
Retained earnings (deficit) 6 (14,647) 
7 (14,646) 

S) 57 ae7190 


Earnings for the period ended: 


July 31, August 31, 


(In thousands of dollars) 2002 ~- 2001 
(11 months) (12 months) 

Revenues: 
Real estate sales S 1,200 $ 11,455 

Interest income on 

mortgages receivable 9 253 
Other revenues - 55 
1,209 11,743 

Expenses: 


Cost of real estate sales and 
general and administrative 4,264 11,575 


Financial expenses al 9) 


4,265 11,584 


(Loss) earnings before gain 
related to remission of debt (3,056) 159 


Gain related to remission 


of debt 17,759 = 
Earnings before income taxes 14,703 159 
Income taxes 5 9 
Net earnings $14,698 $ 150 


Cash flows for the period ended: 


July 31, August 31, 


(In thousands of dollars) 2002 2001 


(11 months) (12 months) 
Cash and cash equivalents 
provided by (used in): 
Cash flows from operating 


activities S$ 2,889 $ 8,877 
Cash flows from financing 

activities (3,552) (8,842) 
Cash flows from investing 

activities _ 126 


Net (decrease) increase in 
cash and cash equivalents 


during the period S (663) $ 161 


The accounting policies used for the non-con- 
solidated subsidiaries were similar to those 
used by the Company. 


19. Segmented information: 


The Company operates in two different seg- 
ments: land development and residential con- 
struction. 


The accounting policies of these segments 
are the same as those described in the sum- 
mary of significant accounting policies. 
Return is evaluated based on earnings from 
operations. None of the segments rely on only 
one external customer. 


Inter-segment sales are recorded at market 
values as if the sales were made to third par- 
ties. All revenues are earned in Canada. 


Segmented information is as follows: 


(In thousands of dollars) 2002 2001 
Revenues: 
Land development S 21,883 $29,954 
Residential construction 30,660 9,758 


Inter-segment eliminations (5,574) (1,597) 
$ 46,969 $38,115 


Earnings from operations: 
Land development S 7,053 $11,024 
Residential construction 2,743 769 
9,796 11,793 


Gain related to remission 


of debt 1,174 = 
Other revenue 578 999 
General and administrative 

expenses (2,059) (1,612) 
Financial expenses (132) (270) 
Amortization (216) (181) 
Income taxes (530) 977 
Netearnings 0 S_8,611 $11,706 
(In thousands of dollars) 2002 2001 
Assets: 

Land development S$ 25,018 $20,706 

Residential construction 6,346 T5532 

Other unallocated items 4,606 5,467 


S$ 35,970 $ 33,705 


20. Comparative figures: 


Certain of the August 31, 2001 comparative 
figures have been reclassified in order to con- 
form with the current year’s presentation. 
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